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Charles H. Donnelly
16 Buchanan Circle
~Lynn, MA 01902
781-598-2416

The»inéome'téx deduction for the interest on home mortgages
has, in recent decades, become one of the most important factors
responsible for the hﬁge gap that now ekistéﬂbetweéﬁ the economic
haves and have-nots. Once a crevice, then a chasm, it is now a
canyon, especially in areas of high real estate values. Compared
to those on the sunnyside of the abyss, those in the shadows are
all but another economic species. But even among those on the
winning side there is great disparity--with larger and larger
pieces of the pie going to those with more and more. Imagine
trying to sell a program which features a graduated income tax,
but it is graduated backwards. The lower your income, the higher
your tax rate. What?! That's absurd. Nothing like that could
ever be passed. The American people would never put up with it.
It would be so regressive, and the United States prides itself
in its progressive tax system.

Yet, regressive is exactly what the tax deduction for
mortgage interest is. Even so, the American people not only put
up with it, they embrace it as their own. It is hailed as a
device to help those of modest means buy a house and realize
"The American Dream." But if you searched high and low you
would be hard-pressed to find a measure more apt to destroy that
dream for those with the most modest means.

No matter. The snow job in support of this deduction has

been so effective, that even those on the losing side sing its




praises. So strong is the feeling on this issue, so powerful
the lobby in its support, that it may well be the rock upon which

any true "flat tax" will founder.

Somehow there is a belief that by means of the mortgage

interest deduction a kindly Government gives needy people help

in becoming homeowners. Sorry, but that's not the way it works.

First of all, the CGovernment doesn't give, it takes.

Secondly, at least in this case, it redistributes

takes in such a manner that those with the most expensive homes

lass; those who don'® cwn a hcme-=-why thev get back notning
at i1}

Iut i+ doesn't stop thsers. Trads up to 2 much largsr acme,
sven buv a second cne. MNo zrczlsm. Cther faxpayers, even Thess

rO

who can't afford a home, will help you zav Ior

What a system! They sure don't do that in most other

Western Industrial Nations. =igat. And none of them have as
large a gap betwesn thelir naves and have-nots as we co.

Tax deductions such &s those
don't come without a price to tay, and part of that price is &
larger deficit and all that flows from it. The home mortgage

interest deduction should be cone away with. It never should

ct

have been in the first place. Any measure which claims to be

A

helping those most in need, while providing much more to many

othing but a fraud. With

who are clearly not in need, is n




70%w6f“thé*dééﬁ¢£iéﬁs géihé to those with mortéagésj§§ ”
ﬁhomes valued at over $250 OOO and at least 40% going to those
w1th incomes in excess of $100, 000, the true llttle guy need

" not be concerned. With the elimination of HMID he would,
fact, realize a significant gain--further eviéence that such a
tax write-out is inherently regressive.

There's an additional bonus payable upon elimination of any
tax deduction based upon mortgage interest--at least for those
in most of the country. Théy will no longer have to subsidize
homeoypers in such super-expensive housing places such as
Massachusetts, California, and Hawaii. They do now!

In any discussion it often helps tc give some examples--tc
flesh things out a bit:

-Mr. A has a low income and very little in savings. Es
can't afford to buy. He rents.

~Mr. B, of modest income, owns a small house and gets
back about $800 each year from his mortgage interest
deduction. It's not a lot of money--but it's more
than A gets.

-Mr. C is a bit more comfortable. He owns a larger
house and gets back about $1,500 each spring.

~Mr. D is on his way up. He owns . a very nice house.
Other taxpayers kick in a solid $3,500/yr. for him.

-Mr. E 1s a corporate CEO, has a very substantial
'income' and a very expensive home. He also has a

vacation house up on the lake. We award him about

$12,000/yr.




]4M}¥“F’iévwhat'it's all about! Not yet 30, he makes

several million a year forbhitting a little ball over
a high fence with a big stick. He o%ns a regulaf

" mansion. It costs us about $35,000 every year to keep
him there.

But none of this seems to matter. The American people
want to keep the mortgage interest deduction. They look upon
it as their due--all but a birthright. They want their benefits
left alone. What they wantvto get rid of is WELFARE! But the
housing cost of what they call welfare pales in comparison to
the cost of mortgage interest deduction. For many people,

EMID is super-welfare beyond the dreams of some single mother
in the innercity.

By the way, did I tell vou? Mr. F recently bought one of
those fancy European sports cars. It's a real beauty. (It
ought to be for $195,000!) Well, at least we won't have to
help him pay the interest on that note. Tax law changes of
the mid-80s did away with interest deductions on car loans--
didn't they? Well, yes and no. You see, the tax laws allow for

an amazing economic sleight of hand. When is a car not a car?
When it's a house!

Take out a Home Equity Loan--or, in Mr. F's case, a
Mansion Equity Loan--and, like magic, it's deductible. 1Is it
legal? You bet it is! Anyone of our guys can do it--except

Mr. A. ©No home--no Home Equity Loan--no tax deduction. Tough

luck for him.




Eéfiier;pi méﬁtiég?@mtﬁéﬁjhbmé6anrs'want to keep their
housing benefits.i_They do Fhis"while supporting, even
advocating, a crackdown on';handouts' such as rent 'subsidies'
which go mostly to the poor. They don't consider themselves
to have been handed anything. They don't believe that what
they get is a subsidy--and they certainly don't think that

they are on WELFARE. But it is--and: they are!

This desire for a crackdown has not gone unnoticed by
political types, and the result has been the adoption and
enforcement of much more stringent requirements which must
be met before one can gqualify for a rent subsidy. There are
now time limits (usually about 3 vears) and all subsicdy
recipients’are required to do so many hours of 'Community
Service' each week. Some people sweep up in front oI the
apartments; some rake leaves in acity park. Last year, &
TV program showed a rent subsidy shovel brigade setting off
one morning at 8 AM to clean up abandoned city lots.

Those who champion such 'work for benefits received’
claim that they are not'being vindictive. They say that it
helps people learn to stand on their own two feet, that it
boosts their self-esteem. Maybe so, but I can't help
wondering why it doesn't apply equally to all.

Massachusetts has a lot more than its share of affluent

towns, where housing values are sky high and where the % of

owner-occupied, single family homes is extraordinary. Since
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‘this is so, it seems reasonable to conclude that a very high

% of the homeowners in sﬁbh}places are now, once were, oOr
again will be, receiving checks from the I.R.S. based upon
the home mortgagé interest deduction. They are given soﬁebne
else's money simply because they own a house with a mortgage
and itemize on their tax returns! I hate to say it but the
evidence is inescapable--those leafy enclaves are really

vast tracts of subsidized housing! It's the economic world

turned upside down. 2ll along we have been led to believe

that it's in the older cities where people are getting handouts--

1 - —tn =
! Isn't that

while in reality it happens mostly in suburbisa

something!
Despite the reality of subsidies, lifs in those towns
goes on prettv much as it zlwavs has. You nevsr see any

homeowners out meeting their "Community Service" reguirements.
I've never seen residents of Lexington raking the grass on the
Battle Green; I've never seen those in Concord applying a
fresh coat of paint to that "Rude Bridge That Arched the Flood;"
nowhere along the idyllic North Shore have I seen mortgage
interest deductees picking up litter on the beaches. They

don't do such things because, unlike fellow subsidy receivers

of the innercity, they don't have to! 2All things considered,

their self-esteem must be at rock bottom!

Sarcasm, to be sure. But the present system cries out

for a sarcastic response. A couple can have a multi-million




1iliQn”doliar mortgage, and, yea:‘after

ddlla_r’ hb;ﬁé;ﬁi‘.
year, get ba§k ai5ig'check ﬁrém the I.R.S. No work,reéuire-
ments--no time limits. They could sell thé,property, make up
to $500,000 in capital gains, and not pay a cent in taxes.

This is not rocket science, it's not even model rocket science,
When someone is given a tax dispensation, especially one as
large as that, someone else has to pay!

But apparently even that is not enough. A recent news-
paper story told of the 'plight' (yes, they really used that
word) pf people who have seen their homes increase in value kv
over $500,000 (not at all uncommon around here). As it stand
now if one of those couples were to sall their home--zné no
buy another--thev would actuallv have tc pay scome tax. Isn'c
that awful! How can they possikly survive? It maXes vou want
to go right out and have & bake sale for them!

When a person (me, for example) attacks an icon such as
the Home Mortgage Interest Deduction he is already at risk so
why not step it up another notch and go after that, now
ubiquitous nonsense-phrase 'House Poor‘., Saying someone is
House Poor is a bit like saying that the owner of a valuable
painting is 'canvas poor' or that the owner of the Hope Diamond
is 'carbon poor'. Not long ago another newspaper ran its own
'plight' story and made liberal use of it. A group of retired

couples, all owners of fully paid for expensive homes, want--

indeed, say they need-help in paying their property tax. Many




a tax rebate or by creatlng a 'job! of a few hours per day
justifying a tax reductlon. On the surface,-flne. It takes

the pressure off of people who have a low income. But, below

the surface, this is how it often works out:

Mr. and Mrs. X are retired, both 65, live in a fully paid
for home valued at $600,000. They have an income of $25,000

and pay $4,200/year in property tax.

Mr. and Mrs. Y are also each 65 and retired with same
income. They have no $600,000 asset and pay $12,000/year to

rent a small apartment.

(To keep it simple we will l=zave out 'cther &assets that
the couples might have. If we ¢icd incluce them the £i1% would

more than likelv, go even mors strongly toward the ¥X=.;
Now if there's any doubt that these two cou uples, cgualily

as examples of 'two different economic species' which I mentioned

earlier, then the doubter has to be operating at an emotional
rather than a rationel level. Yet, as far as the Town is
concerned, it's the Xs who are in need! The Ys are not even
eligible for any of those 'jobs'. How do I know that? I askec.
As usual money flows toward those who have the most.

That mindset, perhaps a tiny bit understandable at the
local level, pervades national organizations, as well. An

economist for a nationwide secondary mortgage group was quoted

in a major newspaper on the subject of the 'problem' faced by
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those who have seen their homes skyrocket in value--with:
"But you cannot eat your house."

Of &ll the cliche-driven
gobbledegook which is out and about these days--that takes
the cake. As long as an attitude lik

~

ike th
prevail--it will allow those who h

ave

more nct
their cake and eat it too--but T yours welll
If there is ever to be me

Lo o

aninciul
enactment of a true flat tax

end.

———=

A flat tax with HMID L8 Really & non-$lat flat
economic oxvmoron.

hasa't Zome Mortgacs

A bit Like & squ=g= circls=.

[

nomeowne

[

Integest Deduction made the U.S.

age not No. 1. although

spite of, not kecauss of
After all we ars the richsest
nation on Earth. Would housing crices dror i1I morcgage 1lntsersst
deduction were eliminated? Frobably sut 1f they d&id, thac
would support my case. They are artificially high due tc
subsidies.
For a couple of years now,
'experts'

during this economic downtur
have been amazed at resilience of housing.

They
that it has propped-up the economy and prevented an even more
disasterous slide.
econonmy,

Housing 1is not the propper-upper oI tne
it's a propee.

Housinc is super subsidized an

d the



there are only other People s Money Sub51d1es, other People S

Money Grants. If you do lose your Home Mortgage Interest
Deduction you are losing your license to take other people's

money from them--a license that should never have been

granted in the first place!
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